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OATH OR AFFIRMATION

"I, __ Brian Casper . - S v , swear (or affirm) that, to the best of
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SCHULTZ & CHEZ, L.L.P.

Certified Public Accountants

141 West Jackson Boulevard, Suite 2900
' Chicago, Illinois 60604
Main: (312) 332-1912

Fax: (312) 332-3635

INDEPENDENT AUDITOR'S REPORT

To the Members of
BLUE CAPITAL GROUP LLC
Chicago, Illinois

We have audited the accompanying statement of financial condition of BLUE CAPITAL GROUP LLC as of
December 31, 2003. This financial statement is the responsibility of the Company's management. Our responsibility
is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plait and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statement. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects, the financial position
of BLUE CAPITAL GROUP LLC as of December 31, 2003, in conformity with accounting principles generally

accepted in the United States of America.
\
SOQAA—% ¢ CL, o+t

Chicago, Illinois
February 18, 2004



BLUE CAPITAL GROUP LLC
(A Delaware Limited Liability Comnipany)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

ASSETS

Cash
Securities owned, at market
U.S. government
Equities
Options
Securities contributed for the use of the company, at market
Interest and dividends receivable
Furniture and equipment, net
Exchange memberships, at cost (market value $1,723,000)
Other assets

TOTAL ASSETS

LIABILITIES AND MEMBERS' EQUITY

LIABILITIES
Payables to brokers, dealers and clearing organizations
Securities sold, not yet purchased, at market
Equities
Options
Interest and dividends payable
Accounts payable and accrued expenses

Total Liabilities

“ Members' Equity

TOTAL LIABILITIES AND MEMBERS' EQUITY

The accompanying notes are an integral part
of this financial statement.
2

$

$

104,597

102,060
9,024,914
1,057,147,274
2,696,235
731,111
381,573
1,939,250
2,198,922

1,074,325.936

64,339,627
51,879,372
931,726,928
826,590
1,039,591

1,049.812.108

24513828

1,074,325.936
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BLUE CAPITAL GROUP LLC
(A Delaware Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

NATURE OF BUSINESS

BLUE CAPITAL GROUP LLC, a Delaware Limited Liability Company, operates as a market-maker and trader
on various securities and futures exchanges.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities owned and securities sold, not yet purchased, held in firm trading and investment accounts, are carried
at market value.

Securities contributed for the use of the Company are recorded at market and the resulting gains and losses are
allocated to the respective member’s equity.

Securities transactions are recorded on the trade date and, accordingly, gains and losses are recorded on unsettled
transactions.

Futures transactions and resulting gains and losses are recorded on the trade date. Gains and losses on open

" futures contracts are reflected in income.

Fumiture and equipment is recorded at cost and is depreciated over its estimated useful life using an accelerated
method. At December 31, 2003, accumulated depreciation was $995,493.

The preparation of financial statements in conformity with generally accepted accounting principles includes the
use of estimates that affect the financial statements. Accordingly, actual results could differ from those estimates.

No provision has been made for income taxes as the taxable income or loss of the Company is included in the
respective income tax returns of the members.

Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and
Hedging Activities”, requires companies to recognize all derivatives as either assets or liabilities and measure
those instruments at fair value. All derivative financial instruments held at year end are included in the Statement
of Financial Condition at fair value and accordingly, the changes in fair value for the year are recognized in the
Company’s earnings.

The Company has not presented a Statement of Comprehensive Income because it does not have any items of
“other comprehensive income”.
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BLUE CAPITAL GROUP LLC
{A Delaware Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

DERIVATIVE FINANCIAL INSTRUMENTS HELD AND ISSUED FOR TRADING PURPOSES AND

OTHER FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In its normal course of business, the Company trades financial instruments involving off-balance-sheet market
risk with securities broker/dealers and futures commission merchants. The gross notional (or contractual)
amounts of derivative financial instruments represent the volume of these transactions and not the amounts
potentially subject to market risk. In addition, measurement of market risk is meaningful only when all related
and offsetting transactions ate taken into consideration. Gross notional (or contractual) amounts of derivative
financial instruments used for trading purposes with off-balance-sheet market risk are set forth below, as of

December 31, 2003.
(all amounts in millions)
Average
Contract Market Contract Value
Value Value During 2003
Equities sold, not yet purchased 3 52 $ 52 3 79
Written options $ 31,410 $ 932 $ 21,248
Options held for trading $ 29224 $ 1,057 $ 19,612
Financial futures contracts $ 1,897 $ NA § 1,132

Market risk is the risk that a change in the level of one or more market prices, rates, indices, volatilities,
correlations or other factors, such as liquidity, will result in losses for a specified position or portfolio.
Financial instruments sold, but not yet purchased, entail an obligation to purchase the securities at a future date.
The Company may incur a loss if the market value of the securities subsequently increases prior to the purchase
of the security. Futures contracts are executed on an exchange, and cash settlement is made on a daily basis
for market movements. The settlement of the aforementioned transactions is not expected to have a material
adverse affect on the financial position of the Company.

As a market-maker and trader, the Company is in the business of managing market risk. In management's
opinion, market risk is substantially diminished when all financial instruments, including equities owned, are

aggregated.

Credit risk represents the loss that the Company would incur if a counterparty fails to perform its contractual
obligation to the Company. All derivative financial instruments entered into by the Company are exchange-traded.
For exchange traded contracts, the Company's clearing broker, through industry clearing organizations, acts as
the counterparty of specific transactions and therefore, bears the risk of delivery to and from counterparties.

Substantially all of the Company's trading gains originated from trading strategies involving derivative financial
instruments.

CONCENTRATIONS OF CREDIT RISK

At December 31, 2003, a credit concentration with its clearing broker consisted of approximately $21 million

representing the market value of the Company's trading accounts. The Company monitors the credit worthiness
of the clearing broker to mitigate the Company's exposure to credit risk.



BLUE CAPITAL GROUP LLC
(A Delaware Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

(5) REGULATORY MATTERS

As ategistered broker/dealer, the Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1)
which requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness
to net capital, both as defined, shall not exceed 15 to 1. At December 31, 2003, the Company had net capital
of $14,884,000 which exceeded requirements by $14,784,000 and the ratio of aggregate indebtedness to net
capital was less than 1:1. '

(6) OPERATING LEASES

The Company has entered into two office space lease commitments which expire through August 31, 2007.
The future minimum rental payments are as follows:

December 31 Amount
2004 $ 135,823
2005 115,739
2006 119,211
2007 81,048
Total $ 451,821

(7) SUBSEQUENT EVENTS

During the period from January 1, 2004 through February 18, 2004, members made withdrawals totaling
$740,909.




